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REF: A) STATE 226722 

B) OTTAWA 4419 

C) WINNIPEG 0087 

1 . REGRET LONG DELAY IN REPLYING TO REF QUESTIONS 
POSED IN REF B, PARA 5 ARE CLEARLY CENTRAL TO ANY ASSESS- 
MENT OF DANGER TO US AGRICULTURAL INTERESTS INHERENT IN 
SASKATCHEWAN POTASH SITUATION. WE HAVE COORDINATED 
CLOSELY WITH BUMINES AND AGR/ERS IN STUDYING YOUR QUESTIONS 
AND FORMULATING FOLLOWING REPLY. YOU WILL NOTE, HOWEVER, 
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THAT WE ARE NOT ABLE TO PROVIDE PRECISE PRICE AND 
ELASTICITY INFORMATION REQUESTED BECAUSE OF DIFFICULTY IN 
OBTAINING DATA ON PRODUCTION COSTS AND OTHER FACTORS. 

2. REF B-PARA 5-QUESTION A: 

SHOULD GOS SUCCEED IN ACQUIRING ITS GOAL OF 50 PERCENT 
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OWNERSHIP OF PROVINCE'S POTASH PRODUCTION, THERE IS LITTLE 
QUESTION THAT IT WOULD HAVE CAPABILITY TO RAISE PRICE, 

ABOVE CURRENT LEVELS AND HAVE A SUBSTANTIAL IMPACT ON US 

FARMER COSTS IN SHORT AND MEDIUM TERM. SHOULD GOS DECIDE 
TO UTILIZE THIS MARKET POWER, HOWEVER, IT WOULD RUN RISK 
OF STIMULATING ACCELERATED INVESTMENT IN ALTERNATIVE 
SOURCES IN US AND OTHER PARTS OF CANADA AND CERTAINLY PROD 
CONSUMERS TO CAST AROUND FOR OFF-SHORE SOURCES OF SUPPLY. 

3. BECAUSE OF EXISTENCE OF SOVIET AND GERMAN SUPPLIER;, 
HOWEVER, GOS POWER IN WORLD MARKET IS MUCH MORE LIMITED 
THAN IN NORTH AMERICA. GOS HAS BEEN SUCCESSFUL IN 
DEVELOPING MARKETS FOR POTASH IN JAPAN AND BRAZIL, BUT HAS 
HAD LITTLE SUCCESS COMPETING WITH EUROPEAN SUPPLIERS IN 
WESTERN EUROPEAN MARKET AND THE U.S . REMAINS THE MAIN 
OUTLET FOR THEIR PRODUCT TAKING ABOUT 60 PERCENT OF ANNUAL 
PRODUCTION. TRANSPORTATION COSTS SHOULD CONTINUE TO 
OBSTRUCT CANADIAN EFFORTS TO CRACK EUROPEAN MARKET. 

POSSIBLE DANGER TO WORLD MARKET, OF COURSE, WOULD INVOLVE 
SOME FORM OF COLLUSION, EITHER TACIT OR OTHERWISE, BETWEEN 
GOS AND EUROPEAN SUPPLIERS. 

4. REF B-PARA 5-QUESTION 0: 

PRECISE PRICE LEVELS AT WHICH ALTERNATIVE NORTH 
AMERICAN SOURCES MIGHT ENTER THE MARKET CANNOT BE DETER- 
MINED AT THIS TIME, SINCE THESE SOURCES ARE STILL BEING 
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EXPLORED AND COSTS OF BRINGING PRODUCTION ONSTREAM ARE 
OPEN TO MAJOR UNCERTAINTIES. TWO US COMPANIES HAVE JUST 
COMPLETED EXPLORATIONS IN NEW BRUNSWICK AND INTEND TO 
CONTINUE ON TO THE NEXT STAGE OF DEVELOPING A PRODUCTION 
CAPABILITY. EXPLORATIONS OF DEPOSITS IN MONTANA AND 
NORTH DAKOTA ARE CONTINUING AND, ACCORDING TO BUMINES, THE 
COMPANIES INVOLVED CURRENTLY APPEAR BULLISH ABOUT PROSPECTS. 
IN ANY EVENT, PRODUCTION FROM THESE SOURCES IS AT LEAST 
FIVE YEARS OR MORE IN THE FUTURE, EVEN IF IT IS DETERMINED 
TO BE ECONOMICALLY FEASIBLE TODAY. 

5. POSSIBILITY OF SOVIETS AS ALTERNATIVE SOURCE IS ALSO 
DIFFICULT TO MEASURE PRECISELY. NO EFFECTIVE COSTING 
SYSTEM IS AVAILABLE TO DETERMINE THE COMPETITIVE COST OF 
RUSSIAN POTASH. SOVIET RRICES TO WESTERN EUROPE, EVEN IF 
THEY COULD BE DETERMINED, ARE ADMINISTERED PRICE, AND NO 
GUARANTEE EXISTS THAT A SIMILAR STRUCTURE OF PRICES UOULD 
EXIST FOR SALES TO THE US. 
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6. IT IS ESTIMATED THAT BY 1980, SOVIETS AND EASTERN 
EUROPE WILL HAVE ;-6 MILLION ST EXPORT SURPLUS (TV A 
ESTIMATE). SOVIETS HAVE BEEN DISCUSSING SWAP DEALS WITH 

US COMPANIES, INVOLVING USSR POTASH FOR US SUPERPHOSPHATES, 
AND THE SOVIETS HAVE HINTED THAT THEY MIGHT BE WILLING TO 
PROVIDE FREIGHT SUBSIDIES IN ORDER TO SELL POTASH IN US 

MARKET. THESE INDICATIONS SUGGEST AT LEAST SOME SOVIET 
INTEREST IN MARKETING IN US AND SHOULD GOS PRICE OF POTASH 
RISE SUFFICIENTLY. US CONSUMERS MIGHT SOMEDAY FIND USSR AN 
EAGER AND VIABLE SOURCE OF SUPPLY. 

7. REF B-PARA 5-QUESTION C: 

IN THE SHORT RUN, AN EXTREME PRICE INCREASE (20 TO 25 PER- 
CENT) WOULD RESULT IN SOME DECREASE IN QUANTITY OF POTASH 
USED, AS THE SOILS CAN WITHSTAND ONE TO TWO YEARS OF 
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REDUCED APPLICATION WITH ONLY MINOR REDUCTION IN CROP 
OUTPUT. POTASH IS AN ESSENTIAL PLANT NUTRIENT FOR WHICH 
NO ALTERNATIVE EXISTS, SO THAT IN THE LONG RUN PRICE 
ELASTICITY WOULD BE QUITE LOW. HOWEVER, SOME REDUCED 
LEVEL OF USE MIGHT OCCUR IN THE LONG RUN, IF POTASH PRICES 
INCREASED RELATIVE TO THE PRICES OF THE COMMODITIES PRO- 
DUCED. 

8. IN SUM, WE AGREE THAT GOS MAY ACQUIRE SUFFICIENT 
MARKET POWER TO BE ABLE TO RAISE POTASH PRICES WELL OVER 
THEIR FREE MARKET LEVEL AND THAT THIS WOULD HAVE A SERIOUS 
EFFECT ON US AGRICULTURE. HOWEVER, WE ALSO BELIEVE THAT 
GOS UNDERSTANDS THAT FOLLOWING SUCH A POLICY COULD PROVE 
SHORT-SIGHTED AND EVENTUALLY RISK LOSS OF A SUBSTANTIAL 
PORTION OF ITS AMERICAN MARKET. 

9. WE APPRECIATE THE VALUE OF LONG-TERM SUPPLY AGREEMENTS 
BETWEEN GOS AND INDIVIDUAL US BUYERS AND WOULD CERTAINLY 

NOT OPPOSE THEM IF APPROACHED BY US COMPANIES. HOWEVER, WE 
DO QUESTION WHETHER THE USG SHOULD BECOME ACTIVELY INVOLVED 
IN ENCOURAGING US FIRMS TO CONCLUDE THESE AGREEMENTS. WE 
WOULD DEFINITELY NOT WISH TO APPEAR AS AGENTS (EVEN INAD- 
VERTENTLY) OF THE GOS IN URGING THESE ARRANGEMENTS. 

SHOULD THE AGREEMENTS SUBSEQUENTLY SOUR, US COMPANIES MIGHT 
HOLD THE USG LIABLE FOR LOSSES INCURRED. IDEALLY, ARRANGE- 
MENTS SHOULD BE CONCLUDED PURELY ON BASIS OF COMMERCIAL 
CONSIDERATIONS AND THE GOS, WHICH APPEARS ANXIOUS FOR THESE 
AGREEMENTS IN ORDER TO ASSURE A MARKET FOR ITS OUTPUT, 

SHOULD HAVE TO OFFER TERMS ATTRACTIVE ENOUGH TO ATTRACT 
US CONSUMERS. 
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10. WE NOTE THAT LATEST GOS PURCHASE OF POTASH PRODUCTION 
FACILITIES, REPORTED IN REF C, HAS A FIVE YEAR SUPPLY 
GUARANTEE AGREEMENT WITH A US COMPANY ASSOCIATED WITH IT. 
WE WOULD BE INTERESTED IN WHETHER A SIMILAR ARRANGEMENT 
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WAS INVOLVED IN THE DUVAL PURCHASE. 

CHRISTOPHER 
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